AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO THE LIMPOPO PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON BA-PHALABORWA LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the accompanying financial statements of the Ba-Phalaborwa 
Local Municipality, which comprise the statement of financial position as at 

30 June 201 0, and the statement of financial performance, statement of changes in 
net assets and cash flow statement for the year then ended, and a summary of 
significant accounting policies and other explanatory information, as set out on pages 
XX to XX. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA standards of GRAP) and in the manner required 
by the Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) 
(MFMA).This responsibility includes: designing, implementing and maintaining interna! 
control relevant to the preparation and fair presentation of financial statements that 
are free from material misstatement, whether due to fraud or error; selecting and 
applying appropriate accounting policies; and making accounting estimates that are 
reasonable in the circumstances. 


Auditor-General’s responsibility 

3. As required by section 1 88 of the Constitution of the Republic of South Africa, 1 996 
read with section 4 of the Public Audit Act. 2004 (Act No. 25 of 2004) (PAA) my 
responsibility is to express an opinion on the financial statements based on 
conducting the audit in accordance with the Internationa! Standards on Auditing and 
General Notice 1570 of 2009, issued in Government Gazette No. 32758 of 27 
November 2009. Because of the matters described in the Basis for disclaimer of 
opinion paragraphs, however, I was not able to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. 


Basis for disclaimer opinion 
Financial statements 

4. Unresolved material differences were identified in the prior year between the 
amended trial balance and the amended financial statements, as reflected by the 
examples in the table below: 


: . D^cription of balance 

Amended trial 

balance 

R 

Amended 

financial 

statements 

R 

Difference 

R 

Gross trade and similar 
receivables 

61 548 968 

208 143 193 

146 594 225 

Cash and cash equivalents 

(100 593 426) 

8 875 834 

109 469 260 

Trade and other payables for 
exchanqe transactions 

(31 733 233) 

(56 773 627) 

25 040 394 

VAT payable 

mmKEma 

(24 768 236} 

28 851 978 

Consumer deposits 

16 751 

(3 152 305} 

3 169 056 
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5. In the table below, which serve as examples, differences were noted between the 
financial statements and the genera! ledger. The municipality did not reconcile these 
differences between the financial statements and the underlying accounting records. 
The impact on the balances is reflected in the table. 1 could not determine the effect 
on the other account balances or classes of transactions contained in the financial 
statements. 


Description of balanc^class of 
transaction 

Genera! ledger 

_ R ^ 

Rnancta! 

^restatements ; .. 4 ., 
R ^ 

Understatements 
^OvdtStetemenf ) ; 

R 

Cash and cash equivalents 

258 424 821 

3 333 290 

255 091 531 

Trade and other receivables from 
exchange transactions 

23 635 068 

116 914 324 

(93 279 256) 

Prooertv, plant and equipment 

10 235 982 

903 811 028 

(893 575 046) 

Trade and other payables from 
exchanqe transactions 

4 365 947 

143 169 499 

(138 803 552} 

Government grants and subsidies 

16 291 493 

77150 459 

(60 858 966) 

Employee related costs 

35 329 601 

75 338 631 

(40 009 030) 


6. The powers and functions to provide portable water supply systems have been 
assigned to district municipalities in terms of section 84(1 ) of the Municipal Structures 
Act of South Africa, 1998 (Act 117 of 1998) (Structures Act). The Mopani District 
Municipality as the water service authority, legally own the water related assets and 
liabilities, despite concluding a service level agreement with the local municipality to 
render the water service. From an accounting perspective all water related 
transactions should be reflected in the accounting records of the district municipality, 
as at 30 June. 

Contrary to this, water related transactions were incorrectly recognised in the 
financial statements of the local municipality. Due to the pervasive nature of the 
water related transactions, 1 was not able to quantify the misstatements of revenue, 
receivables, expenditure, payables, property, plant and equipment. VAT and 
accumulated surplus, among others. 

7. Confirming the accuracy of comparative figures, 1 identified the following unexplained 
differences: 

o R2.6 million between the 2008-09 surplus of R5.3 million on the statement of 
financial performance and the 2008-09 surplus of R7.9 million on the statement of 
changes in net assets. 

o Assets purchased during year Is reflected as R63.8 million on the cash flow 
statement and R93.7 million in note 7 to the financial statements. A difference of 
R29.8 million. 

o The movement in receivables on the cash flow statements is disclosed as R31 .4 
million whilst the actual movement amounted to R24.2 million, a difference of 
R7.2 million. 

Accumulated surplus 

8. The following findings that were identified in the prior year have not been resolved: 
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o Appropriate audit evidence could not be provided for transactions amounting to 
R43.6 million. 

o Misstatements corrected emanating from differences identified on prior years’ 
accumulated surplus could not be explained and appropriate evidence provided 
to support adjustments made in the statement of changes In net assets regarding 
inventory, assets and prior period error totalling R326.5 million. 

o Current adjustment and surplus for the period presented on the face of the 
statement of changes in net assets and amounting to R26.7 million and R2.5 
million, respectively, could not be substantiated by documentation. 

9. Relating to the prior year’s findings on revenue and expenditure, appropriate audit 
evidence could not be provided for the following and the matters have not been 
resolved: 

o Sundry income and revenue transaction amounting to R6.8 million and R297 
million, respectively; and 

o expenditure journal transactions of R9.3 million. 

Alternative procedures were considered but the municipality's records did not permit 
it. 

Cash and cash equivalents 

1 0. The net cash and cash equivalents at the end of the prior period on the cash flow 
statement is R64.4 million. Cash and cash equivalents per note 1 to the financial 
statements amounted to R8.8 million, a difference of R55.6 million. 

Commitments 

11 . No comparative figure has been disclosed for approved and contracted commitments. 


Trade and other receivables 

1 2. The following findings were carried over from the previous year and are not yet 
resolved: 

e Sufficient appropriate audit evidence could not be provided for journal 
transactions totalling R55.1 million. 

o Unexplained and irreconcilable difference of R62.3 million between the total on 
the trial balance and financial statements. 

o The balance of gross trade and similar receivables amounted to R208.1 million. 
The balance represents balances as at 31 August 2009, instead of 30 June 2009. 
in the restated financial statements for 2008/09, the balance has been presented 
as R1 83.57 million. A detailed receivables age analysis as at 30 June 2009 
supporting this balance could not be provided. 

o I reported in the prior year that the basis used to determine the credit impairment 
provision of R126.5 million was not reasonable. In the current year the 
municipality restated the corresponding figure to R105.7 million. I am unable to 
determine the reasonability of this amount for the following reasons: 

o The impairment was determined on the balance for gross trade and similar 
receivables, for which no supportive documentation could be provided. 
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o 


The repayment history of the different categories of consumers was not taken 
into consideration In determining the percentage recoverability, 
o Certain assumptions were made that are not reasonable, for example 
assessment rates on which no impairment was determined. 

1 3. The credit impairment provision for the year under review amounted to R1 36.3 million. 
The basis used to determine the provision could not be provided. As an alternative, I 
compared the total debt balance outstanding for longer than 90 days of R240.2 million 
with the provision of R136.3 million. I determined a conservative under-provision of 
R1 03.9 million and subsequent understatement of expenditure by the same amount. 


Inventory 

14. 1 reported in the prior year that appropriate audit evidence for inventory transactions 
amounting to R2.4 million could not be provided. The matter was not resolved, as the 
municipality was only able to provide me with evidence for transactions totalling 
R526 250. 

1 5. The municipality used the results of the year-end stock count to determine the 
inventory balance, as at 30 June 2010. 1 was unable to compare the value with the 
theoretical value of inventory in order to confirm the completeness and valuation of 
inventory amounting to R3.6 million in the absence of a perpetual inventory system. 
The municipality's records did not permit the application of alternative procedures. 

Trade and other payables 

16. The following prior year’s audit findings are not yet resolved: 

« The leave provision amounted to R4 million, incorrectly based on employees’ 
basic salary. The municipality re-computed the leave provision, using the cost-to- 
employer remuneration. Incorrect remuneration was however utilised in 
instances. As an alternative, based on one employee’s incorrect remuneration, I 
determined an overstatement of R3.3 million on the restated leave provision of 
R6.4 million, as at 30 June 2009. The comparative leave provision is overstated 
by at least R3.3 million and retained income overstated by the same amount. 

0 Appropriate audit evidence could not be provided for the payable balance of 
R56.7 million and journal transactions amounting to R61 .1 million. 

» Entries amounting to R11.7 million that affected trade and other payables in 
respect of the correction journals did not reflect in the balance. An explanation 
could not be provided. 

17. Payables amounted to R159.8 million. Included in the balance is a post-adjustment of 
R6.5 million (excluding VAT) effected by the municipality. Supporting documentation 
for the adjustment of R6.5 million was not provided. I was unable to confirm the 
existence, obligation and valuation of the total adjustment of R7.4 million that included 
valued-added tax of R856 774. 

1 8. The entity did not accrue for invoices In respect of goods and services amounting to 
R12.7 million. As a result of the matters reported on in the preceding paragraphs, I 
could not determine the effect on trade and other payables and on other classes of 
transactions contained In the financial statements. 


4 



Revenue 

19. License fees totalling R6.1 million was collected as an agent on behalf of a principal. 
The correct percentage fee was not paid to the principal and revenue is overstated by 
R2.3 million and payables understated by the said amount. 

Provision 

20. The post-employment benefit plan for retired and current employees has not been 
recognised in accordance with South African Statement of Generally Accepted 
Accounting Practice, IAS 1 9, Employee benefits. Due to the nature of the provision I 
was unable to perform alternative procedures to determine the value. The provision, 
employee cost and retained income, is understated by an unquantifiable amount 

21. Appropriate audit evidence could not be submitted for the prior year’s provision for the 
rehabilitation of the landfill site amounting to R1.1 million. The municipality’s records 
did not permit the application of alternative procedures. 

Value Added Tax (VAT) 

22. The following findings were carried over from the previous year and are not yet 
resolved: 

« Appropriate audit evidence could not be provided to substantiate 2008/09 
transactions and journals amounting to R2 million and R8.7 million, respectively, 
and journal transactions totalling R7.4 million made to the 2007/08 figures. 

o Correction journals amounting to R1 million do not reflect on the VAT payable 
balance. 

23. The municipality did not submit VAT 201 returns to the South African Revenue 
Services (SARS), since May 2009. The VAT balance was adjusted based on a VAT 
audit conducted by a service provider. The net VAT receivable balance amounted to 
R2.9 million. Supporting documentation to substantiate the VAT receivable and 
payable balances could not be provided. I was unable to confirm the existence, 
valuation, rights to and obligation of the VAT receivable and payable balances of R7 
million and R701 593. 

Unauthorised expenditure 

24. The municipality exceeded their budget within the limits of the amounts appropriated 
for the different votes with R87.1 million. The unauthorised expenditure was not 
disclosed in the notes to the financial statements, as required by section 125{2)(d) of 
the MFMA. 

25. The municipality did not adhere to the conditions attached to conditional grants and 
incurred unauthorised expenditure of R4.8 million. The unauthorised expenditure of 
R4.8 million was not disclosed in the notes to the financial statements, as required by 
section 125(2)(d) of the MFMA. 

Irregular expenditure 

26. Contrary to the requirements of section 125(2){d) of the MFMA, the municipality did 
not disclosed irregular expenditure of R8 880 as a result of making an award to a an 
official in the service of state. 

Fruitless and wasteful expenditure 

27. Fruitless and wasteful expenditure as disclosed in note 38.2 to the financial 
statements is overstated by R923 747, due to the incorrect inclusion of amounts paid 
to SARS in respect of outstanding third party payments. 
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Disclaimer of opinion 

28. Because of the significance of the matters described in the Basis for disclaimer of 
opinion paragraphs. I have not been able to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion. Accordingly, I do not express an 
opinion on the financial statements. 

Emphasis of matter 

29. 1 draw attention to the matter below. My opinion is not modified in respect of this 
matter 

Restatement of corresponding figures 

30. As disclosed in note 36 to the financial statements, the corresponding figures for 
30 June 2009 have been restated as a result correcting prior year’s audit findings 
during 2010 in the financial statements of Ba-Phalaborwa Local Municipality at, and 
for the year ended, 30 June 2009. 

Additional matter 

31 . 1 draw attention to the matter below. My opinion is not modified in respect of this 
matter: 

Unaudited supplementary schedules 

32. The supplementary information set out on pages XX to XX does not form part of the 
financial statements and is presented as additional information. We have not audited 
these schedules and accordingly we do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

33. As required by the PAA and in terms of General Notice 1570 of 2009 issued in 
Government Gazette 32758 of 27 November 2009, \ include below my findings on the 
report on predetermined objectives, compliance with key laws and regulations and 
financial management (internal control). 

Predetermined objectives 

34. There were no material findings on the report on predetermined objectives as set out 
on pages XX to XX. 

Compliance with laws and regulations 

MFMA 

The mayor did not adhere to her legislative responsibility 

35. Contrary to the requirements of section 53(1)(c)(ii) of the MFMA, the mayor did not 
ensure that the council approved the municipality’s service delivery and budget 
implementation plan within 28 days after the approval of the annual budget. 

Supply Chain Management legislative were not adhered to 

36. Contrary to the requirements of section 112(1) of the MFMA. the SCM policy was in 
conflict in one Instance with the MFMA and the SCM regulations. 
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The audit committee was not functioning properly 

37. Contrary to the requirements of section 166(2){a) of the MFMA, the audit committee 
did not advise the municipal council and the political officer bearers on matters 
relating to: 

« internal financial control and internal audit 
e risk management 
« accounting policies 

«» the adequacy, reliability and accuracy of financial reporting and information 
o performance management 
o effective governance 

« compliance with the MFMA, the Division of Revenue Act of South Africa, 2009 
(Act No. 12 of 2009) (DoRA) and any other applicable legislation 

«• performance evaluation 

38. Contrary to the requirements of section 166(2)(c) of the MFMA, the audit committee 
did not respond to the council on the prior year’s audit findings raised by the Auditor- 
General of South Africa (AGSA). 

The financial statements were not prepared in accordance with applicable 
legislation 

39. Contrary to the requirements of section 122(1) of the MFMA, the municipality did not 
prepare financial statements in accordance with the legislative requirements: 

• which fairly presents the state of affairs of the municipality, its management of 
revenue, expenditure, assets and liabilities, its financial results, and its financial 
position as at the end of the financial year; and 

« discloses the information as required in terms of section 125(2)(d). 

Expenditure was incurred otherwise than in accordance with sections 15 and 11(3) 
of the MFMA resulting in unauthorised expenditure 

40. Contrary to the requirements of section 15 of the MFMA, expenditure exceeded the 
limits of the amounts appropriated for the different votes in the approved budget of the 
municipality. 

Expenditure was Incurred in contravention of or not in accordance with applicable 
legislation resulting in irregular expenditure 

41 . Contrary to section 1 of the definition of “irregular expenditure" paragraph (d) of the 
MFMA, expenditure was not incurred in accordance with the requirements of the 
supply chain management policy of the municipality. 

Expenditure incurred was made in vain or could have been avoided resulting in 
fruitless and wasteful expenditure 

42. Contrary to section 1 of the definition of “fruitless and wasteful expenditure" of the 
MFMA, expenditure incurred was made in vain, and could have been avoided based 
on the fact that reasonable care had been exercised. 
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DoRA 

Expenditure was incurred otherwise than in accordance with sections 15 and 11(3) 
of the MFMA resulting in unauthorised expenditure 

43. Contrary to the requirements of section 15 and 47 of the DoRA, the municipality did 
not adhere to the conditions attached to conditional grants. 

n/Iunicipal Systems Act of South Africa, 2000 (Act No. 32 of 2000) {(VISA) 

Supply Chain Management (SCWl) legislative requirements were not adhered to 

44. Contrary to the requirements of the MSA, section 5A of schedule 2, the annual 
declaration of interest was not made by the municipal manager. 

INTERNAL CONTROL 

45. 1 considered internal control relevant to my audit of the financial statements and the 
report on predetermined objectives as well as compliance with the MFMA, DoRA and 
MSA, but not for the purpose of expressing an opinion on the effectiveness of internal 
control. 

46. The matters reported below are limited to the significant deficiencies regarding the 
basis for disclaimer opinion paragraph, the findings on the report on predetermined 
objectives and the findings on compliance with laws and regulations. 

« Leadership 

Oversight responsibility 

The accounting officer did not in all instances exercise oversight responsibility 
over reporting and compliance with laws and regulations and Internal control. 

Tone at the top 

Integrity and ethical values are not developed and understood and do not set the 
standard for sound corporate governance, as the municipal manager did not yet 
declare her interests. 

Action to mitigate risks 

In instances the prior year’s audit findings were not yet resolved, resulting in 
matters influencing the quality of the financial statements. 

® Financial and performance management 

Quality, reliable annual financial statements 

The financial statements were subjected to material amendments. 

Pertinent information relating to water related transactions (and ring-fencing of 
transactions), defined benefit plan and prior year’s findings were not timely 
identified, followed up and resolved to support financial reporting in the financial 
statements. 
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The financial statements were not adequately reviewed for completeness and 
accuracy prior to submission for audit. 

Proper record keeping 

Information on accruals and value-added tax was not provided on request. 
Adequate systems 

The accounting system did not support the municipality to prepare the financial 
statements, as irreconcilable differences existed between the financial statements 
and trial balance. 

Manual controls were not designed and/or maintained to ensure that transactions 
over inventory and accruals have occurred, are completely and accurately 
processed. 

o Governance 
Audit Committee 

The audit committee did not in all instances fulfil its responsibilities by not advising 
the council on the matters set out in legislation. 


Polokwane 
30 November 2010 



AUDITOR-GENERAL 
SOUTH AFRICA 


Audiling Ic build pubiic contidena 
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